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APPENDIX E TO PART 74—PRINCIPLES
FOR DETERMINING COSTS APPLICA-
BLE TO RESEARCH AND DEVELOP-
MENT UNDER GRANTS AND CON-
TRACTS WITH HOSPITALS

I. PURPOSE AND SCOPE

A. Objectives. This appendix provides prin-
ciples for determining the costs applicable to
research and development work performed
by hospitals under grants and contracts with
the Department of Health and Human Serv-
ices. These principles are confined to the
subject of cost determination and make no
attempt to identify the circumstances or
dictate the extent of hospital participation
in the financing of a particular research or
development project. The principles are de-
signed to provide recognition of the full allo-
cated costs of such research work under gen-
erally accepted accounting principles. These
principles will be applicable to both propri-
etary and non-profit hospitals. No provision
for profit or other increment above cost is
provided for in these principles. However,
this is not to be interpreted as precluding a
negotiated fee between contracting parties
when a fee is appropriate.

B. Policy guides. The successful application
of these principles requires development of
mutual understanding between representa-
tives of hospitals and of the Department of
Health and Human Services as to their
scope, applicability and interpretation. It is
recognized that:

1. The arrangements for hospital participa-
tion in the financing of a research and devel-
opment project are properly subject to nego-
tiation between the agency and the hospital
concerned in accordance with such Govern-
ment-wide criteria as may be applicable.

2. Each hospital, possessing its own unique
combination of staff, facilities and experi-
ence, should be encouraged to conduct re-
search in a manner consonant with its own
institutional philosophies and objectives.

3. Each hospital in the fulfillment of its
contractual obligations should be expected
to employ sound management practices.

4. The application of the principles estab-
lished herein shall be in conformance with
the generally accepted accounting practices
of hospitals.

5. Hospitals receive reimbursements from
the Federal Government for differing types
of services under various programs such as
support of Research and Development (in-
cluding discrete clinical centers) Health
Services Projects, Medicare, etc. It is essen-
tial that consistent procedures for deter-
mining reimbursable costs for similar serv-
ices be employed without regard to program
differences. Therefore, both the direct and
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indirect costs of research programs must be
identified as a cost center(s) for the cost
finding and step-down requirements of the
Medicare program, or in its absence the Med-
icaid program.

C. Application. All operating agencies with-
in the Department of Health and Human
Services that sponsor research and develop-
ment work in hospitals will apply these prin-
ciples and related policy guides in deter-
mining the costs incurred for such work
under grants and cost-reimbursement type
contracts and subcontracts. These principles
will also be used as a guide in the pricing of
fixed-price contracts and subcontracts.

II. DEFINITIONS OF TERMS

A. Organized research means all research
activities of a hospital that may be identi-
fied whether the support for such research is
from a federal, non-federal or internal
source.

B. Departmental research means research
activities that are not separately budgeted
and accounted for. Such work, which in-
cludes all research activities not encom-
passed under the term organized research, is
regarded for purposes of this document as a
part of the patient care activities of the hos-
pital.

C. Research agreement means any valid ar-
rangement to perform federally-sponsored
research or development including grants,
cost-reimbursement type contracts, cost-re-
imbursement type subcontracts, and fixed-
price contracts and subcontracts.

D. Instruction and training means the for-
mal or informal programs of educating and
training technical and professional health
services personnel, primarily medical and
nursing training. This activity, if separately
budgeted or identifiable with specific costs,
should be considered as a cost objective for
purposes of indirect cost allocations and the
development of patient care costs.

E. Other hospital activities means all orga-
nized activities of a hospital not imme-
diately related to the patient care, research,
and instructional and training functions
which produce identifiable revenue from the
performance of these activities. If a non-re-
lated activity does not produce identifiable
revenue, it may be necessary to allocate this
expense using an appropriate basis. In such a
case, the activity may be included as an allo-
cable cost (See paragraph III D below.) Also
included under this definition is any cat-
egory of cost treated as ‘‘Unallowable,”” pro-
vided such category of cost identifies a func-
tion or activity to which a portion of the in-
stitution’s indirect cost (as defined in para-
graph V. A.) are properly allocable.

F. Patient care means those departments or
cost centers which render routine or ancil-
lary services to in-patients and/or out-pa-
tients. As used in paragraph IX B.23, it
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